We investigate the different aspects affecting the control premium by carrying out an empirical analysis on the respective in the Italian stock market since 1987 employing the Voting Premium methodology. We demonstrate how the introduction of new regulations in this field in 2012 has contributed to a substantial premium reduction. The impact of the aforementioned regulations needs to be examined within the macroeconomic setting that has distinguished the period of reference, particularly the last decade, within which the decision to raise the tax rate on financial yields needs to be contextualized.
Introduction
The terminology of control premium was introduced in the eighties, when it was necessary to highlight the differential between prices negotiated in the stock market and prices offered for Mergers and Acquisitions (M&As). The so-called price for the control package should, thus, reflect the ability of firms to generate cash flows in their as-is condition. The difference of the price offered to the holder at the stage of acquisition of a majority package versus the price of minority stakes comprises the "acquisition price" that includes, in addition to potential internal improvements and synergies achievable, the "pure premium" for control obtainable by majority shareholders to the detriment of minority shareholders, allowing the former to pursue interests in corporate management more appropriable by them. Therefore, the acquiring firm appears willing to pay an acquisition premium if it is considered able to improve the target company through the operation with ameliorative actions -e.g.: a radical management change, implementation of economies of scale, synergies, etc.
-which can increase value and bring profitability to the new ownership basis.
The maximum price that an investor is willing to pay for the acquisition of a percentage of the share capital, able to ensure control over the target, can be calculated as follows: It is clear that divisible benefits and the basis value of the target company affect the final value of the latter in a proportionate manner, depending on the stake subject to negotiation. Contrariwise, the value of indivisible synergies is a constant value that is added up, without any dilutive effect.
When discussing about control premium it is also very important to account for the type of ownership structure underlying the target company as the percentage of share capital required to assume control over it may vary significantly. In fact, in case the shareholding of the target company is particularly widespread, a stake inferior to 50.1 % is sufficient to ensure the de facto control of the company. outcome of the same game, is a very important measurement indicator. It is calculated as follows:
As can be seen on the basis of this intuition, the higher the value of the ratio, the higher the influence that the i th player can exert.
This paper aims at investigating the different aspects affecting the control premium by carrying out an empirical analysis on the respective in the Italian stock market since 1987 employing the Voting Premium methodology. We analyse an exhaustive sample over a 30-year period that spans from 1987 to 2017. This choice has been made considering previous studies in the field and trying to bridge the gap within existing literature that focuses on limited timeframes of analysis. Due to the new fiscal legislation effective since January 1, 2012 that provides for a 20% tax on shares, we have decided to include a dummy variable in our model able to capture any potential effect of this legislative change on the estimation of the control premium in the Italian market. We demonstrate how the introduction of new regulations in this field in 2012 has contributed to a substantial premium reduction. The paper is structured as follows: section 2 reviews the reference literature, section 3 presents the methods, data and techniques used in the research. Section 4 presents the results while a final section ends the paper.
Literature Review
The two main strands of financial literature in the field are differentiated between them by focusing on the two main methodologies of estimation of the control premium -that of control block premium and that of Voting Premium.
The method regarding Control Block Premium, according to Barclay and Holderness (1989; 1991) , is based on the estimation of the premium offered by acquirers in order to compensate the selling shareholders for private benefits that they, by acquiring the controlling block of shares, are able to exploit to their own advantage. The same scholars, in fact, suggest to verify the price difference between the price offered for the acquisition of a controlling block of shares and the market price of the same shares after the acquisition announcement. In this way, if we assume markets are efficient, the market will have incorporated potential economic and financial benefits brought in by the new ownership (divisible benefits) into the evaluation of the share price, while, at that point, any persisting difference between market price post-announcement and acquisition price will reflect an estimation of what literature identifies as indivisible benefits. Despite these preliminary remarks, Barclay and Holdernerss (1989) come to the conclusion that, even considering the post-announcement share price, a premium underestimation may still be possible, as part of the payment could be kept reserved and the negotiation of the shareholding block does not necessarily imply a control transfer. From the study conducted it would emerge that single investors tend to exercise a larger control and, thus, appropriate of private benefits to a larger extent, especially when dealing with the acquisition of very leveraged target companies.
Another important contribution on the Control Block Premium methodology has been produced by Caprio, Floreani and Redaelli (1994) that, following the previous study, highlight and pay attention to the "residual overprice once the Stock Exchange has fully discounted the effect of control change". Based on an ex post analysis, an average percentage overprice equal to 40.6% is obtained with a median of 32.2%. Zingales (2004) , Massari, Monge and Zanetti (2006) . Following the aforementioned research works, it is possible to observe that any estimation of the premium may greatly vary different depending on the timeframe applied and type of sample employed. To corroborate such notion, the reference market appears to also generate a relevant impact as can be noticed in the study conducted by Dick and Zingales (2004) where premium results univocal.
What emerges from the key studies concerning the Control Block Premium is that the premium estimation is strongly linked to the type of transaction (transaction-specific). More specifically, factors such as the target firm's characteristics, in terms of typology and industry sector, as well as the size of the shareholding block subject to negotiations, are central in the analysis. Following, Table 1 As can be seen from Table 1 and previously mentioned, the premium estimation varies depending on the observation period and the type of sample used in the study. Additionally, what makes premium even more univocal is the reference market of the study.
The Voting Premium methodology, on the other hand, focuses on the voting rights attached to shares as the source due to which investors can exercise their will and occasionally also control during shareholders' meetings. This methodology bases its estimation of the premium on the difference observed between common shares' price and that of shares with limited or null voting rights. Such price differential constitutes a proxy for the premium that shareholders pay in order to exercise the underlying voting rights and the eventual possibility of obtaining corporate control through sufficient voting rights.
At this point it is worth noting that relevant legislation varies greatly globally. As a matter of fact, several countries allow for multiple categories of saving shares that incorporate different voting rights. In Italy, the main market of reference for this study, saving shares do not include voting rights compensated through an increased dividend.
The principal reasons behind the existence of a price differential between the two categories of shares involve:
-Company's degree of competitiveness: the lower its ownership concentration, the higher the probability a change of control takes place; -Dividend differential between saving shares and common shares: the higher such differential, the lower the price difference; -Level of private benefits for control: the larger the possibility to appropriate private benefits deriving from control, the more the price offered for common shares tends to increase. -Liquidity differential: in case of low liquidity of shares that incorporate voting rights present, investors will require a higher liquidity premium that, in turn, increases the price differential between the two categories of stock.
The key literature findings with respect to the italian market as far as the Voting premium methodology is concerned are to be found in the works of Zingales (1994) , Nicodano (1998) , Linciano (2002) , Venanzi (2003) , Caprio and Croci (2008) . Table 2 summarizes the aforementioned academic works in the field. It must be stressed the specific scenario in which the analysis has been conducted and the correlated regulatory context. The new regulations implemented in 2012 have provided for the increase of withholding tax on stocks from 12.5 to 20 per cent, and in 2014 with the subsequent increase of the same from 20 to 26 per cent.
Methods and Techniques
The main hypothesis the paper aims at testing is the following one:
HP: the introduction of new regulations in 2012 and further regulations in 2014, referring to tax issues changes have contributed to a substantial premium reduction.
To this end, we analyse an exhaustive sample over a 30-year period that spans from 1987 to 2017. This choice has been made considering previous studies in the field and trying to bridge the gap within existing literature that focuses on limited timeframes of analysis. Furthermore, due to the new fiscal legislation effective since January 1, 2012 that provides for a 20% tax on shares, we have decided to include a dummy variable in our model able to capture any potential effect of this legislative change on the estimation of the control premium in the Italian market. What is more, as the taxation has moved from 20% to 26% since July 1, 2014, we have employed an additional dummy variable able to account for the potential effects of such change on the premium. Therefore, not only do we aim to analyse the trend of Voting Premium over a time span of thirty years, but we also make an attempt to verify how and whether the introduction of the aforementioned new legislations has affected the premium estimation.
Data on prices of common and saving shares listed in the Italian Stock Exchange have been drawn from the Datastream database. We also consulted the annual report "Indici e Dati" published by Mediobanca, where key information on listed companies and characteristics of the Securities issued by them is summarized. By crossing this data with our data on shares obtained by Datastream, it has been possible to rebuild a sample of companies in which both prices of common shares and those of saving shares were indicated on a yearly basis.
The Voting premium has been computed as an average of end prices observed, considering negotiations ten days prior to the 30 th June of each year and 10 days after the same date. The methodology used for the estimation of the price is the one first introduced by Zingales (2014) We collected our data on the number of common and saving shares issued consulting the annual dossier "Calepino Dell'Azionista" that Mediobanca publishes every October. Data available in this document have further made it possible to identify the type of the main shareholder, considering, in particular, certain categories such as State, Family and Foreign Investor. As for data of the financial statements such as financial leverage (Net financial debt/Total Assets) regarding the companies composing our sample, we have used the Worldscope database. Finally, in order to obtain data referring to the yield rates of the 10-year government bonds, we once more used the Datastream database.
We operationalise the main variables included in the regression model as follows:
-
Voting Premium: It represents the dependent variable of the model and is calculated as the difference between the price of common shares and that of saving shares, over the price of saving shares.
Voting ratio: It is the ratio between the amount of saving shares and common shares. It represents an expression of the separation between ownership and control. An increase of this ratio is expected to produce a positive effect on premium, as control is concentrated in a lower number of shares with voting rights leading to an increase of the price differential, due to the resulting higher value attributed to common shares.
Leverage: It is calculated as the ratio between total debt and total assets. Should this ratio increase, a negative impact on premium is to be expected as the differential between common shares and saving shares will decrease as a result of the lower value attributed to the company's control. Fiscal Treatment, 1995: This variable considers the regulations in terms of different taxation policies introduced on January, 1, 1995, which have contributed to decrease the tax burden on dividends of shares. The dummy variable assumes a value of 1 up to 1994 and 0 for any year after that. The lower tax burden is expected to generate a positive impact on control premium and, therefore, the variable is expected to produce a negative impact on premium estimation.

Fiscal Treatment 2012:
The variable assumes a value of 1 from 2012 to 2014 with the aim to highlight the potential effects of the tax rate change put into force on July 1, 2012. The expected impact on premium is negative.
-
Fiscal Treatment 2014:
The variable assumes a value of 1 from 2015 to 2017, as it intends to estimate the potential effects on premium generated by the introduction of tax regulations on financial asset yields. This treatment came into force on July 1, 2014 and provided for a tax rate increase from 20% to 25%. The expected impact on premium is negative.
-
Law 1992: The variable assumes a value of 1 from 1992 to 1997 and has the aim to identify the potential effects on premium due to new regulations concerning Takeover Bids. The expected impact on premium is positive.
Law 1998: The variable assumes a value of 1 for years after 1998 and has the aim to record the potential effects on premium due to the new regulations introduced with the Testo Unico della Finanza (TUF). The expected impact of this variable on premium is negative due to the larger protection provided to minority shareholders and to stricter regulations restraining the appropriation of private benefits for majority shareholders.
State: It is a dummy variable with a value of 1 if the main shareholder is the State. The expected effect on premium is negative, since State-owned companies have a low probability to incur a management change of control.
Family: It is a dummy variable with a value of 1 if the main shareholder is a family or a single person. The effect on premium is expected to be negative as family-owned companies hardly allow third parties to step in and assume control. As a consequence, low probability of a management change of control is expected to reduce premium.
Foreign: It is a dummy variable with a value of 1 if the main shareholder is a foreigner. The expected effect on the premium is negative, since countries which foreign investors belong to enjoy an average or low protection compared to the Italian legal framework with such respect.
-BTP 10Y Yield: It represents the expected yield of the long-term government bonds (10 years). The expected impact on the premium is positive since the saving shares could be considered as a safe investment alternative and, thus, be comparable to government bonds. An increase of the yield of government bonds is expected to lead to a decrease in the saving shares price and, thus, a rise in the expected yield of the investment. The latter would lead to an increase in the price differential between the two categories of shares, and thus the premium. Table 3 provides an overview of our sample and its main descriptive statistics. Given that the analysed sample is made up of Italian companies, it emerges that families in the role of the main shareholder are recurrent in the corporate structure of the underlying firms. We can also observe that the estimation of the control premium varies considerably over the period analysed. We conduct a regression analysis following three different methodologies. The first consists of simple or pooling regression where observations have been analysed as a whole without any particular precaution. The remaining two methodologies, instead, follow a Panel rationale. In this case, our sample's data are organized in time series, suitable for the estimation of the control premium over thirty years, and in cross sections, given that each year's observations belong to a different set of firms. For each of the latter we do not only exhibit the estimation of Voting Premium, but also a series of parameters already explained through the variables of the model previously presented.
Results
To establish whether a Random Effects or a Fixed Effects model should be applied on our analysis, we conducted the Hausman test that suggested the Random Effects model was a better fit. However, for the sake of completeness of our work and given that findings do not differ substantially, we also hereafter report the results obtained with all three models, also to emphasize any potential differences. The model is run on a total of 998 observations, deriving from 82 companies, from 1987 to 2017. Analyzing the coefficients of the single variables it emerges that: -The Voting Ratio variable has a positive impact on premium and is statistically significant. We, thus, find support for initially assuming that an increase in the number of saving shares versus common shares generates a larger separation between ownership and control that contributes to an increase in control premium.
-
The L98 variable has a negative and statistically significant impact on premium, which supports our notion that regulations introduced in 1998 in favor of a larger protection of minority shareholders (and as a result also stricter limits regarding the appropriation of private benefits for control) have determined a premium decrease.
The Fiscal Treatment 2012 variable results statistically significant with a negative coefficient, in line with what assumed in the beginning. Since the passage of the withholding tax from 12.5 % to 20 % has produced a decrease in the differential between the two categories of shares, a decrease in the premium was to be expected. A possible explanation may lie in the fact that saving shares, by exploiting a financial privilege compared to common shares in presence of larger taxation regimes, have resulted more attractive in investors' eyes.
The Fiscal Treatment 2014 variable is statistically significant with a negative coefficient, due to the increase of withholding tax from 20 to 26 %, effective since July 1, 2014.
The leverage variable presents a positive coefficient but is not statistically significant, a result that is quite surprising. However, if we consider the pooling regression model, the coefficient of the variable assumes a negative value. The non-significance of the variable leaves a question mark on the sign of the estimated coefficient.
The Family variable presents a positive coefficient both in the Fixed and Random model but is not statistically significant. The control of a private individual/family should decrease the possibility of a control change and this should lead to a decrease in the prices differentials of common shares versus saving shares. However, as highlighted by Caprio and Croci (2008) , since the private/familiar control is the one that could lose more in terms of reputation, prestige and social/political relationships, the expectation of possible reactions to menaces of potential control changes ultimately leads to an increase of the price of common shares and, thus, the differential between the two classes of shares.
The Foreign variable has a negative coefficient, to support the idea that, in case of control exerted by a foreign company/group, the price differential tends to decrease.
The State variable presents a negative but not statistically significant coefficient, consistent with Zingales' findings (1994).
The BTP10Y Yield variable is statistically significant with a positive coefficient, as initially expected. This positive relationship indicates that an increase of the yield on government bonds has a negative impact on saving shares price as an alternative investment option.
Conclusions
This paper tries to contribute to existing literature by focusing on a highly debated, but not extensively analysed topic, considering an extended time period covering thirty years . Furthermore, to our knowledge, this is the very first paper empirically analyzing the subject of control premium in the Italian context.
We do feel the need, however, to recognize limitations present in our work. Even though we base our analysis on 998 observations, our sample does not consider the prices of shares of different companies that, over the years, have issued saving shares. In addition, another factor to be considered in the valuation of a model is represented by the share price recording period and the consequent premium estimation. As a matter of fact, depending on the specific study considered, each author has adopted a specific methodology for computing premium, a potential explanation of contradicting findings on Voting Premium. Our paper highlights how the introduction of new regulations in 2012, which moved the withholding tax on shares from 12.5% to 20%, and further regulations in 2014, with an additional increase from 20% to 26%, have significantly contributed to a substantial premium reduction. The effect of such regulations needs to be examined within the macroeconomic setting that has distinguished the analysed period, particularly the last decade in the Stock Exchange, and within which the decision to raise the tax rate on financial yields needs to be contextualized. Furthermore, as it can be seen in our sample and Mediobanca's report, during the past years a constantly decreasing number of companies have resorted to the issue of saving shares as a financial instrument. The latter trend is also confirmed by Bigelli (2003) who claims that the main reason behind the decrease of saving shares is the consequence of the preference of big international investors to acquire "one share-one vote", in companies where the separation between ownership and control is limited.
In addition, there are also single factors that can change depending on the reference market, such as drops in interest rates and larger costs sustained by companies to face increased dividends paid to owners of saving shares. Another interesting motivation, observable particularly in the years following the economic crisis of 2007, is linked to the necessity of self-financing through the conversion of saving shares, where payment to shareholders of an amount in cash is required. Finally, in case of conversion, the same majority shareholders could be interested in purchasing the shares in order to reinforce their own position to the detriment of minority shareholders. Despite the aforementioned motivations, it is also true that in a period of heavy economic crisis distinguishing the past years, many companies of the examined sample have come across different financial instability periods, making it possible that saving shares issued assumes value because of their priority right to be refunded primarily in case of corporate liquidation, compared to common shares. This particular feature makes it possible that saving shares could, thus, result a financial instrument with larger guarantees in a turbulent economic and financial context. The paper has important managerial implications, as it has demonstrated how the introduction of new regulations in this field in 2012 has contributed to a substantial premium reduction, with important consequences on the corporate governance mechanisms of Italian firms. The results of the paper could be improved by further contributions aimed at examining the control premium trend in other European countries. The analyses would be particularly interesting if carried out by comparing the Italian situation to that of other countries with different taxation regulations. In fact, the findings of these paper are significantly affected the period in which the analysis has been carried out and especially since the decision to raise the tax rate on financial yields has been introduced.
